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that proposes to make a change to its rules,
procedures, or operations that could materi-
ally affect the nature or level of risks pre-
sented by the designated financial market
utility and for which the Board is the Super-
visory Agency (as defined below). The risk
management standards do not apply, how-
ever, to a designated financial market util-
ity that is a derivatives clearing organiza-
tion registered under section 5b of the Com-
modity Exchange Act (7 U.S.C. 7a-1) or a
clearing agency registered with the Securi-
ties and Exchange Commission under section
17A of the Securities Exchange Act of 1934 (15
U.S.C. 78g-1), which are governed by the
risk-management standards promulgated by
the Commodity Futures Trading Commission
or the Securities and Exchange Commission,
respectively, for which each is the Super-
visory Agency. This part also sets out stand-
ards, restrictions, and guidelines regarding a
Federal Reserve Bank establishing and
maintaining an account for, and providing
services to, a designated financial market
utility. In addition, this part sets forth the
terms under which a Reserve Bank may pay
a designated financial market utility inter-
est on the designated financial market util-
ity’s balances held at the Reserve Bank.

§234.2 Definitions.

As used in this part:

(a) Central counterparty means an en-
tity that interposes itself between the
counterparties to trades, acting as the
buyer to every seller and the seller to
every buyer.

(b) Central securities depository means
an entity that holds securities in cus-
tody to enable securities transactions
to be processed by means of book en-
tries or an entity that enables securi-
ties to be transferred and settled by
book entry either free of or against
payment.

(¢c) Designated financial market utility
means a financial market utility (as
defined in paragraph (d) of this section)
that the Financial Stability Oversight
Council has designated under section
804 of the Dodd-Frank Act (12 U.S.C.
5463).

(d) Financial market utility has the
same meaning as the term defined in
section 803(6) of the Dodd-Frank Act (12
U.S.C. 5462(6)).

(e) Payment system means a set of
payment instructions, procedures, and
rules for the transfer of funds among
system participants.

(f) Supervisory Agency has the same
meaning as the term is defined in sec-
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§234.3

tion 803(8) of the Dodd-Frank Act (12
U.S.C. 5462(8)).

§234.3 Standards for payment systems.

(a) A designated financial market
utility that is designated on the basis
of its role as the operator of a payment
system must implement rules, proce-
dures, or operations designed to ensure
that it meets or exceeds the following
risk-management standards with re-
spect to the payment, clearing, and
settlement activities of that payment
system:

(1) The payment system has a well-
founded legal basis under all relevant
jurisdictions.

(2) The payment system’s rules and
procedures enable participants to have
a clear understanding of the payment
system’s impact on each of the finan-
cial risks they incur through participa-
tion in it.

(3) The payment system has clearly
defined procedures for the management
of credit risks and liquidity risks,
which specify the respective respon-
sibilities of the payment system oper-
ator and the participants and which
provide appropriate incentives to man-
age and contain those risks.

(4) The payment system provides
prompt final settlement on the day of
value, during the day and at a min-
imum at the end of the day.

(5) A payment system in which mul-
tilateral netting takes place is, at a
minimum, capable of ensuring the
timely completion of daily settlements
in the event of an inability to settle by
the participant with the largest single
settlement obligation.

(6) Assets used for settlement are a
claim on the central bank or other as-
sets that carry little or no credit risk
and little or no liquidity risk.

(7) The payment system ensures a
high degree of security and operational
reliability and has contingency ar-
rangements for timely completion of
daily processing.

(8) The payment system provides a
means of making payments that is
practical for its users and efficient for
the economy.

(9) The payment system has objective
and publicly disclosed criteria for par-
ticipation, which permit fair and open
access.
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